Interview with Fernando Pindado Cardona,
Ernst & Young partner responsible for the
insurance sector

«Insurance attempts to give certainty to

uncertain things»

After the scandals in
which large North
American companies have
seen themselves
implicated, auditing has
gone on to take centre
stage as a means of
kRnowing the exact
situation of companies
and the future
possibilities that they
have in the market.
Experienced auditors
have almost a sixth sense
when it comes to
forecasting future
developments. Fernando
Pindado is an example of
this, and is a veteran
auditor specialised in the
insurance sector. He
brings his authoritative
opinion to bear on
various matters that are
of common interest to all
insurers.

Fernando Pindado Cardona was
born in San Lorenzo de EI Escorial
(Madrid) on April 8,1954. He is
married with two children. He was
awarded a degree in Economics
and Business Administration by the
Universidad Complutense de
Madrid. He also holds the official
titles of Certified Public Accountant
and Account Auditor. He has
worked for Ernst & Young since
1977 - his whole working life -
although when he started the
company was called Arthur Young.
His distinguished professional
career as account auditor
specialised in the insurance sector
is combined with extensive
teaching activities. He has wide-
ranging knowledge of the trading
activities and the accounts of
numerous companies linked to the
insurance sector in Spain.

Question: What exactly is
an auditor’s role?

Answer: It is something as
simple as making sure that infor-
mation provided by companies
can be believed by third parties.
This information does not nec-
essarily have to be about com-
panies listed on the stock market
that need to attract investment.
Its object is to give credibility to
the financial situation which
companies present to all the ex-
ternal parties that have an inter-
est in it: the public, creditors,
suppliers, competitors, regulato-
ry bodies, etc.

Q: After more than twenty
years of carrying out audits
of companies in the insur-
ance sector, what opinion
have you built up on the ac-
counts that insurance com-
panies present, are they
credible?

A: Yes, of course. When this is
not the case they are exceptions
that normally end up being
Rnown by everyone - as the first
people to find out about this sit-
uation are the media. However, |
have to add that the insurance
world presents an added com-
plexity with respect to the other
sectors, because everything de-
pends on a blurred line between
what is true and what isn't. The
degree of uncertainty that exists
in the insurance sector is not
normal in other activities. The
function of insurance and rein-
surance is to try to quantify
events that are unquantifiable,
and give a feeling of reality to
these unpredictable events. An-
other point that should be made
is the great effort that the insur-
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ance sector makes in order to
quickly handle claims - in my
experience, in many cases, it
acts in the client’s favour even
when the case is doubtful.

Q: Are the principles of
good corporate governance
still observed in this compet-
itive world where it seems
that anything is acceptable
in order to improve the bot-
tom line?

A: Not only are they still ob-
served, but also we find our-
selves in the initial phase of a
business philosophy that is
worRing towards putting an em-
phasis on social functions and
on the client. This move to-
wards social conscience is
stronger now than ever before.
[t was boosted in Spain after the
publication of the Olivencia re-
port, which gave rise to a cer-
tain business approach. It also
exists in other countries such as
Holland, with the Peters report;
or in the United Kingdom, with
the Cadbury report; or in
France, with the Vienot report.
Trends move from one place to
another very quicRly, although
they need to be adapted to each
market.

Q: What challenges con-
front the insurance and rein-
surance industry?

A: They are not very different
from those that it has had histor-
ically, but what happens now is
that they occur in more complex
environments which are more
competitive and technological,
and which oblige the players to
be constantly up-to-date. Basi-
cally, the philosophical aspects
of insurance continue to revolve
around two points: firstly to as-
sess and cover the risk, and sec-

ondly, to act as manager of fi-
nancial resources. One of the
principles of insurance has al-
ways been to charge in advance
and accumulate funds in order
to cover later contingencies; in
other words there has always
been a financial aspect. It would
seem more difficult for insur-
ance to exclusively opt for the
role of financial intermediary,
because this would alter the
principles on which this institu-
tion is based. Perhaps the path to
be followed will be a conver-
gence of operators on the same
client, but each one with a sepa-
rate role and purpose. This is al-
ready happening in those banks
that have insurers, and vice ver-
sa, and which in addition have
stockbroking companies and
pension-fund or investment
fund managers.

Q: Would this Iead us to
deduce that there will be a
continued blurring of the
limits of insurance activity,
above all when Brussels
gives the green light to fi-
nancial conglomerates?

A: This amalgamation is hap-
pening from the point of view of
channels, but not of business.
With respect to conglomerates,
this still hasn’t been defined. But
advances are being made which
the more aware financial and in-
surance institutions are putting
into practice. No matter how
much circumstances change - or
people, or insurable objects - it is
hard to see that there will be a
total mixing of activities because
each one has its own objectives.
Insurance will always be an in-
strument with a long-term hori-
zon, based on prudence and
safety, which helps to ameliorate
uncertainty.

Q: Everything points to
the fact that we are still far
from completing the process
of concentration between
companies in the sector in
the European Union, how
Iong can this still go on?

A: Until now we have seen
how the national leaders in each
country, companies like Allianz
in Germany, Axa in France, Assi-
curazioni Generali in Italy or Sis-
tema MAPFRE in Spain, have
had as their first objective to
consolidate their leadership in
their national markets, and then
become leading insurers in each
one of the other European mar-
Rets. Having a solid base, first in
their home country and then in
Europe, helps them in their in-
ternational presence outside
these areas. [ believe that the
turning point in these consolida-
tion movements will come
about with an assessment of
whether it is useful to continue
doing so from a social welfare
point of view. When there start
to be problems because of a loss
of social welfare due to lack of
competition, then the time will
come when it will be necessary
to thinkR about changing the
trend. Also, despite everything
that we are seeing, other sectors
have shown a proven interest in
diversifying activities, and this
will bring about new competi-
tion situations that will be based
more on groups of affinity than
on the traditional leadership.

Q: Does the fact of being a
mutual suppose any advan-
tage with regard to these
concentration processes?

A: It is clear that this initially
acts as a shield, but it does not
guarantee anything more. The
success of a mutual, as with any

AUDITORS AND CONSULTANTS

Q: Cases like Enron in the United States have caused a wave of mistrust with regard to the work
carried out by auditors that, through parallel companies, charge for consulting work to the same
clients. What you think about all this?

A: Two different things are being confused here. The problem is not that the auditor charges a company fe-
es in order to audit it, but that these fees should be so high that they could lead to a loss of independence. This
is never the case in auditing. There can be high fees in consulting, above all in technological consulting, but not
in auditing. Two years ago Ernst & Young decided to sell their consulting division to the multinational company
Cap Gemini in order to avoid this type of situation. It is now very possible that, first the American regulators,
and then the European ones, will force the other large firms to spin off their consulting divisions.
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other company, is in its capacity
to mobilise resources and man-
age them optimally. Spain is a
clear example of this, because
here mutuals are adapting them-
selves; they have embraced in-
novation and are modernising
their structures. If this were not
the case it would mean their dis-
appearance. The concept of the
old mutual is long gone.

Q: Spain is still a country
with a large number of in-
surance companies, where
there is still a certain resis-
tance to alliances or merg-
ers. What will be the effects
of the Basle agreements, and
what has the implementa-
tion of the euro meant?

A: Considering the fact that,
among other things, the Basle
agreements propose greater sol-
vency requirements, it would
seem obvious that the concen-
tration processes will accelerate
because many players will be be-
low the required financial sol-
vency and economic security
thresholds. With regard to this,
the Directorate General for In-
surance has for some time been
worRing to favour concentration
in Spain. With respect to the eu-
ro, it seems that our adaptation
will in the end be exemplary.
This year it will be possible to
publish the accounts in euros or
in pesetas. Some groups will opt
to do so in both currencies,
thinRing that information given
in this way will be clearer, but the
majority will do so only in euros.

Q: There are countries in
the European Union which
have an advantageous fiscal
regime, when will this be
harmonised?

A: It is not possible to Rnow
with precision, but it is clear that
this will accelerate appreciably,
above all after the entrance of
the euro, which will bring about
the greater interchange of eco-
nomic resources between coun-
tries. This will cause each state to
makRe greater efforts to retain in-
ternal savings and capture sa-
vings from other countries. It is
precisely this that requires a ra-
pid fiscal harmonisation so that
nobody has an unfair advantage
in the attraction of resources. ®

News

MEXICO. The Mexican insur-
ance authorities published the
new reforms to the Insurance
Contracts Act, the General Mutual
Insurance Companies and Institu-
tions Act and the Federal Institu-
tions and Deposits Act that came
into force in January 2002.

These reforms aim to promote
the sector’s development and
maximise supervision and regula-
tion compliance with internation-
al standards.

One of the important aspects of
those reforms lies in a number of
adaptations in order to strengthen
corporate governance of compa-
nies and to increase their scope for
capitalisation. Insurers will have to
have a regulatory comptroller, may
increase their capital by issuing
debt and may make use of the aid
of financial reinsurance schemes.

SPAIN. Spain’s Consorcio de
Compensacion de Seguros and
the insurance sector’s employers’
organisation (UNESPA) have sig-
ned an outline agreement to rein-
sure loss of profits arising from te-
rrorism. As reinsurer, the C.C.S.
covers direct losses arising from
terrorism (among others) but does
not cover consequential losses. It
was therefore necessary to esta-
blish a reinsurance agreement
that was to be voluntary, transi-
tory and exceptional. It is possible
that the C.C.S. will include conse-
quential losses within its ordinary
insurance scheme, thereby ma-
Ring it necessary to change cu-
rrent legislation.

LOSSES. Last March Munich Re
and Swiss Re published their final
reports on 2001 catastrophes, pro-
viding a estimation of insured loss-
es between USD 11.5 and 10 billion
(EUR 13.08 and 11.37 billion) re-
spectively; in both cases being
higher than the USD 7.5 billion
(EUR 8.53 billion) for the year 2000.

The earthquakes in El Salvador,
India (Gujarat), North-East USA
(Seattle) and Peru (Arequipa) at-
tracted the public attention during
the first half of last year and the
Gujarat earthquake with a death
toll of 15,000 confirmed victims
that attained the sad record of

number of victims. It was howev-
er the tropical storm Allison in the
North American states of the Gulf
of Mexico that triggered the higher
overall loss (USD 6 billion, EUR
6.82 billion) together with the
largest insured value (USD 3.5 bil-
lion, EUR 3.98 billion).

As many previous years, 65% of
a total of 700 catastrophes in 2001
were due to storms and flooding,
which accounted for 90% of insur-
ers’ liabilities. The share of flood-
ing in these figures is due to the
victims caused and, to a certain
extent, economic losses, since in-
sured losses due to flooding were
meaningless for this year.

In geographical terms, Taiwan
continues to be shaken by a high
level of seismicity in addition to
the direct hit of several typhoons.
This situation was culminated by
typhoon Nari that resulted in an
insured loss of USD 600 million
(EUR 682.48 million); being the
most expensive storm to date in
the Taiwanese market.

The United States, due to its size,
exposure to all types of natural
hazards and concentration of eco-
nomic values in specific areas, has
taken a leading role in many of the
catastrophe events in 2001. Violent
meteorological episodes, including
tornados and severe hailstorms,
which in the end mean a signifi-
cant insured loss, should be added
to those already mentioned.

Swiss Re traditionally includes
an analysis of man-made losses
and although during the Nineties
natural catastrophes played the
main role, in 2001 - and more
specifically after 11 September -
out of the USD 34.44 billion (EUR
39.13 billion) which Swiss Re at-
tributes to property insurers for
catastrophes in 2001, some USD 19
billion (EUR 21.61 billion) are due
to the dramatic occurrences
which took place on that day in
the United States. This figure
might reach some USD 58 billion
(EUR 65.97 billion) when all affect-
ed lines of business are included.

Always bearing in mind the in-
herent uncertainty of the Earth
seismic behaviour and possible
climate changes, the worst possi-
ble scenarios must now also in-
clude terrorism as a factor that is
hard to foresee.
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